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PRT Locations 


PRT Summit 
Telkwa, BC 


PRT Red Rock 
Prince George, BC 


PRT Beaverlodge 
Beaverlodge, AB 


PRT Prince Albert 
Prince Albert, SK 


PRT Dryden 
Dryden, ON 


PRT Birchill 
Cochrane, ON 


PRT North Gro 
Kirkland Lake, ON 


PRT stOSEONS 
Armstrong, B 


PRT Harrop 
Nelson, BC 


PRT Summerland 
Summerland, BC 


PRT Reid Collins 
Aldergrove, BC 


PRT Corporate Office 
Victoria, BC 


PRT Campbell River 
Campbell River, BC 


PRT Vernon 
Vernon, BC 
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Company Profile 


PRT is Canada's leading forest nursery company, with 13 nurseries located from 
eastern Ontario to British Columbia, and a combined capacity to produce in excess of 
130 million seedlings per year for our customers’ reforestation requirements. 


Our facilities are located near the areas where our customers operate, providing — 
them with the benefit of local services combined with the resources and 
experience available through a national network of operations. Through this 
structure we establish close working relationships with our customers, 
allowing us to better understand their needs. 


Our Mission statement embodies our operating philosophies: 
PRT offers forest nursery and related services to the forest sector. 
Our customers, employees, and suppliers are our partners. 


To our customers, we commit to provide reliable service and to be 
innovative within a competitive price structure. 


We recognize that the success of our Company depends on our 
employees’ achievement of success. 


PRT was founded in 1988 following the privatization of several British Columbia 
government owned forest nurseries. Since that time the Company's business has 
grown by entering new markets, and through a managed acquisition and expansion 

program. The Fund has continued this tradition following its initial public offering in 1997. 


Growth in our industry is being driven by trends towards privatization, outsourcing, 
and an increasing focus by all stakeholders in the forest industry on responsible forest 
resource management. PRT is responding to these trends by offering our customers an 
integrated package of facilities and competitively priced products and services to assist 
in the efficient management of their plantations. 
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Financial Highlights 


(in millions of dollars, except per unit amounts) 


Year ended Year ended Year ended 
December 31, 2000 ___ December 31,1999 _ to December 31,1998 _ 
Revenues Sess $ 26.7 $ 22.1 
Operating Earnings | 8.1 Toll 6.2 
Net Earnings 4.1 45 40 


Per Trust Unit 0.74 0.80 0.72 
Distributable Cash 5.4 5.9 5.7 
Per Trust Unit 0.96 1.05 
Cash Distributions per Trust Unit! 0.96 1.05 
Cash Generated from Operations 7.6 FA 
(before net change in non-cash working capital items) 

Net Additions to Capital Assets, including acquisitions 5.4 6.0 5.9 
Total Assets 69.8 66.4 61.1 
Unitholders’ Equity 47.8 50.0 

Per Trust Unit 8.53 8.92 


Price Range per Unit on the Toronto Stock Exchange: 


High 10.20 9.90 
Low 7.00 
Closing Price at December 31, 2000 8.75 8.75 


1 Including dividend declared in subsequent fiscal year 
on account of prior year's operations. 


2000 Operating Highlights 


Completed expansions initiated in 1999 at Dryden, Ontario, 
Prince Albert, Saskatchewan, and Beaverlodge, Alberta. 


Commenced and completed expanded greenhouse 
facilities at nurseries in Telkwa, Red Rock and 
Armstrong, BC, in response to strong customer demand. 


Fe 412 - Coastal Dowglas-fir, Pseudotsuga menziesi’ 


Completed consolidation and integration of three nurseries 
acquired late in 1999, in eastern Ontario. 


Increased revenues by 25% from above expansions 
into new and existing markets. 


Increased operating earnings by 14% despite absorbing 
_integration and start-up costs from eastern Ontario 


operations, as well as sharply higher costs for energy. PRT 
A 


Altogether a better approach ,, 


The PRT Forest Regeneration Income Fund (the “Fund”) 
is an open-ended, single-purpose trust, created under the 
laws of the Province of British Columbia, on May 14, 1997 
to own all the common shares and subordinated notes 
of Pacific Regeneration Technologies Inc. ("PRT"). The Fund 
is restricted to investing in securities of PRT, making 
distributions to the Trust Unitholders and matters inci- 
dental thereto. 


PRT is Canada’s largest forest nursery company, pro- 
ducing in excess of 130 million seedlings per year. 
Operations are conducted from 13 nurseries located 
from British Columbia through Ontario. 


Management 


Under a Management Agreement, PRT Management 
Inc. ("PMI") provides to the Company management 
and administration services and the services of the 
President, Vice-President Finance and Administration 
and the Vice-President and General Manager. For 
management services, PMI is entitled to receive a fee 
based upon reimbursement of its internal cost to 
provide these services. In addition, as an incentive to 
increase returns to Unitholders, PMI may receive incen- 
tive fees which are earned when cash distributions to 
Unitholders exceed certain defined levels. 


Under an Administration Agreement, PMI provides 
administrative services to the Fund. No fee is payable 
under the Administration Agreement. The shares of PMI 
are owned by current and former directors, officers and 
employees of PMI and PRT, or their affiliates. 


The structure is illustrated below. 
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Distributions and Taxation 


The Fund's Policy is to distribute interest received from 
PRT on a quarterly basis, and dividends received on 
account of the prior year's operations on an annual 
basis, less the Fund's administrative expenses and 
amounts which may be paid in connection with any 
cash redemptions of Units. 


The Fund is a Unit Trust for income tax purposes. As 
such, the Fund is only taxable on any taxable income 
not allocated to the Unitholders. Generally, all taxable 
income of the Fund will be allocated to Unitholders. 
Income tax obligations relating to distributions from 
the Fund are the obligations of the Unitholders. 


The Company has a policy of maintaining and 
enhancing its underlying earnings and asset base. In 
determining the amount to distribute to Unitholders, 
PRT's Board seeks to strike a balance between funding 
expansion and cash distributions to Unitholders, with 
a view to maintaining a strong financial position. 
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* Styroblock™ is a trademark 
of Beaver Plastics Ltd. 


About PRT 
PRT is Canada's largest forest nursery company, and is 
the largest producer of container grown seedlings in 
North America. The Company operates from 13 nursery 
locations in British Columbia, Alberta, Saskatchewan 
and Ontario, and sells into major forestry markets 
throughout Canada and parts of the United States. 


Our customers are primarily in the forest industry. 
PRT's primary product is forest seedlings, although 

we also provide related services such as cold storage, 
transportation logistics, assistance with planting trials 
and research, seed orchard management, tree planting, 
and some production of conifer liners for the horticul- 
tural, ornamental, and Christmas tree trade. 


Container grown seedlings have largely replaced tradi- 
tional field grown seedlings in the Canadian market, 
and are receiving increased attention from US customers. 
The easily recognizable "plug" type seedlings have 
proven superiority in field performance after planting. 


In recent years, PRT has focused on broadening its 
market scope, and on diversifying into new regional 
markets. This reduces risk, and positions the Company 
to better serve customers who operate in multiple 
locations. We seek to take a leading position in these 
markets by first establishing a strategic footprint, and 
then growing organically from that base. PRT's facilities 
are typically located close to where our customers 
operate, allowing us to develop close working relation- 
ships and provide local service. 


PRT has standardized its production methods around 
*Styroblock™ seedling containers, the leading growing 
container format in the industry. These containers 
provide consistent, cost-effective performance for a 
wide range of seedling stock types. 


PRT facilities typically consist of 
multiple metal frame poly- 
walled greenhouses, as well 
as cold storage buildings 
and other handling facili- 
ties. In certain select 
climates, nurseries are 

also equipped to produce 


“open compound" 
crops, or seedlings grown 
in containers outdoors 
without the need for a greenhouse. 

This efficient technique reduces capital investment and 
offers lower operating costs than traditional green- 
house methods. Total greenhouse capacity now exceeds 
2.2 million square feet, or nearly one million seedling 
blocks. Production, including open compounds, is in 
excess of 130 million seedlings annually. 


Forest seedlings are grown under contract to customer- 
defined specifications. The customer typically supplies 
seed, which is indigenous to the timberlands being 
harvested. Contracts normally provide for progress 
payments at various milestones, from sowing through 
to harvest and delivery. This structure helps to provide 
a high degree of revenue and cash flow stability to 

the Fund. 


Seedling crops are typically grown for harvest in 

the summer or fall. Summer crops are delivered and 
planted in the same season, whereas crops harvested in 
the fall are held over winter in refrigerated storage for 
delivery and planting the following spring. As such, 

the Company's business is seasonal, with peak activity 
levels occurring around sowing and harvesting. 


PRT is an important employer in the communities in 
which we operate, employing an average of 500 people 
annually. Further, with the seasonal nature of the 
business, the company can employ over 700 
people at one time. We recognize that 
the success of our company depends 
ee oa on our employees’ achievement of 
PORE Sans 
= othe success. As such, in-house and 
external training programs are 
encouraged, and compensation 
programs are developed with 
productivity and performance 


incentives as a key element. PRT Management Inc., 
which provides executive and administrative services to 
PRT, has an incentive fee arrangement linked to increas- 
ing distributions to Unitholders. 


Our Business in 2000 

During 2000, we achieved some significant milestones 
in our growth program. Through a combination of 
internal expansion and acquisition we have grown 
revenues since 1998 by over 20% per year, positioning 
PRT as the leading forest nursery company in all major 
markets in Canada. PRT's market share now stands at 
20% or more in the markets in which we operate. 


Expansion activities in 1999/2000 included: 


e Completion of a 50,000 square foot greenhouse 
expansion project at PRT Red Rock 


e Addition of four shelterhouses and expansion of 
open compounds at PRT Armstrong 


e 14,000 square foot expansion of greenhouse range 
at PRT Summit, in Telkwa, BC 


e Addition of six greenhouses at PRT Dryden 
e Expansion of open compounds at PRT Reid Collins 


e Completion of upgrades and facilities integration at 
PRT Birchill, a nursery acquired late in 1999 near 
Cochrane, Ontario 


e Addition of six new greenhouses at PRT Beaverlodge 


e Addition of 65,000 square feet of greenhouse at 
PRT Prince Albert 


e Consolidation and integration of two acquired nurs- 
eries at PRT North Gro, near Kirkland Lake, Ontario 


These projects, in combination with increased revenue 
contribution from PRT Frontier, our reforestation 
contracting division, allowed us to achieve over 

$6.5 million in revenue growth in 2000. 


The consolidation of eastern Ontario nurseries at 

PRT North Gro, and integration of PRT North Gro and 
PRT Birchill into the Company's nursery network led to 
higher than expected operating costs during the year. 
This was attributable to a number of factors, including 
operating with different seedling container formats, 
increased costs associated with transitional staffing, 
expenditures for facilities upgrades to improve risk 
management, and interruption of order continuity 
during the consolidation phase. These elements, many 
of which are one-time factors, negated the operating 
income from these facilities. However, as we go 
forward, we anticipate significantly improved results 
based on the improvements that were made during the 
year. During our first year of operations we demon- 
strated to the local market the benefits of the 
Styroblock™ container, which will improve seedling 
quality as well as lower operating costs. As a result of 
these efforts, orders in northeastern Ontario for 
seedlings grown in Styroblock™ containers have 
increased substantially in 2001. 


Rising energy costs had a significant impact on oper- 
ating results. As has been widely reported, commodity 
prices for oil, natural gas, propane and other fuel 
sources rose sharply during the year. These price 
increases directly impacted greenhouse heating costs, 
and indirectly affected the costs of other input materi- 
als such as seedling containers, greenhouse covering 
and fertilizers. 


Natural Gas Commodity Pricing - Western Canada 
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Natural gas is the most com- 
monly used heating fuel in PRT's 
operations. Natural gas prices, 
which have traditionally been 
very stable, rose dramatically in 
the year, particularly in western 
Canada. 


Heating costs in 2000, as a percentage 

of revenue, were over 60% higher than costs 
in 1998. However, as most of PRT's heat consumption 
occurs during the first five months of the year, the 
impact of the sharp increase in natural gas prices late 
in the year will not be fully felt until 2001. To combat 
this problem, the company has adopted energy saving 
strategies throughout all nurseries, and has diversified 
its gas purchasing strategies between regulated and 
non-regulated sources. Where beneficial, alternative 
energy sources are being used. These actions will have 
lasting benefits to PRT. 


Late in the year, we also experienced results below 
specifications on certain crops at two nurseries, which 
adversely impacted operating income in the fourth 
quarter relative to our expectations. 


As a result of the impact of initial start-up and integra- 
tion costs, the effect of rising energy prices, and 
certain crop problems, operating income growth was 
less than the growth rate on revenues. After allowing 
for the cash cost to service debt incurred to finance 
these expansions, distributable cash flow declined in 
the year to $0.96 per unit, as compared to $1.05 in the 
previous year. 


Our Expectations Going Forward 


The expansion initiatives we have completed over the 
past three years have given PRT a solid competitive 
position in all its key markets. Furthermore, as recent 
acquisitions mature, we fully expect that operating 
income gains will follow. 


Energy costs, however, will continue to challenge our 
industry in 2001. While PRT's energy conservation 
measures will reduce the magnitude of the impact, we 
expect overall heating costs to be higher than they 
were in 2000. Although there are indications that 
commodity prices are easing somewhat in 2001, they 
remain two to three times higher than historical levels. 


Consequently, improved operating results from new 
operations may be largely offset by higher energy costs 
this year. However, with more energy efficient opera- 
tions and substantial market share from which to lever 
this opportunity, PRT will be well positioned to take 
advantage of any future reduction in gas prices. 


We continue to build on our geographic diversity as a 
means of crop risk management. We supplement this 
with management training and employee development 
programs, peer-to-peer operations reviews, and adop- 
tion of best practices developed from our combined 
experience in 13 nurseries across Canada. 


Seedling market demand eased slightly in some regions 
this year, due in part to low lumber prices and the 
effect this has had on activity in the forest industry. 
However, our geographic diversity permits us to take 
advantage of opportunities in other markets, and as a 
result, PRT facilities are expected to operate near 
capacity for the year. 


We continue to see substantial opportunities to 
expand our business in new and existing markets. With 
increasing focus by all stakeholders on responsible 
stewardship of our forest resources, the long-term 
outlook for PRT's business is very positive. 


We are pleased to present to you the fourth annual report 
of the PRT Forest Regeneration Income Fund (the “Fund”. 


During 2000, the Fund's operating subsidiary, PRT (Pacific 
Regeneration Technologies Inc.), continued its mission of being 
the industry's leader in most principal markets in Canada. The 
Company's solid operating base and top line growth, averaging 
over 20% per year since 1998, has established PRT as a 
dominant seedling supplier in Canada. From this market and 
operating platform, we supply a significant share (~30%+) 

of the available Canadian seedling market west of the Ontario/ 
Quebec border, and customers in select market areas in the 
United States. Several expansion projects which were initiated 
late in 1999, were completed early in the year. 


Consolidated operating income increased by $970,000 to 
$8,060,000, compared to 1999. However, due to rising debt 
service costs to finance recent expansion, distributable cash 
flow declined to $5.4 from $5.9 million or $0.96 versus 
$1.05 per unit. 


Sales for the year 2000 were strong in all of PRI's market 
areas with revenues up 24.5% ($33.3 vs $26.7 million in 
1999), due to expansion into northeastern Ontario and growth 
at a number of our other locations. Synergies between the 
reforestation contracting business that was acquired at 
Dryden, Ontario in 1999 and the PRT nursery at that location 
resulted in particularly strong growth in northwestern Ontario. 
Continuation of the yew (Taxus) plantation management 
contract with NaPro BioTherapeutics of Boulder, Colorado at 
PRT Campbell River, British Columbia, also added to revenues. 


However, these favourable marketing results and top line 
growth have not yet translated into improvements in distrib- 
utable cash, due to integration costs of the northeastern 
Ontario nurseries, higher energy and related costs, increased 
debt service and unanticipated crop problems in the fourth 
quarter. Although plant quality issues are not an unusual 
occurrence in an agricultural type of business, the crop prob- 
lems that arose during the fourth quarter were unexpected. 
Management has taken corrective steps to minimize such 
losses in the future, and will continue to build on geographic 
diversity as an important element of crop risk management. 


Reorganization at the middle management level was com- 
pleted in 2000 with the appointment of a third Regional 
Manager. As a result of this organizational restructuring, 

the Company's marketing and operating areas are now 
delineated into three distinct Regions, North (North Central 
British Columbia and Alberta), West (Southern British Columbia 
and the US Pacific Northwest States), and East (Saskatchewan, 
Ontario, Manitoba and the US Midwest Northern States). 


On behalf of the Trustees and Management 


Colin A.C. Dobell eee 


Trustee 
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Profit centre managers in each of the Regions report to 
a Regional Manager, who, in turn, are accountable to 
the Vice-President and General Manager, John Kitchen. 
To further strengthen the organization, each of the 
Regional Managers was assigned one of three additional 
portfolios of responsibility, respectively, Human Resources, 
Operations and Crop Production. The Company also 
succeeded in attracting some well-qualified individuals 
at the nursery manager and superintendent levels, which 
have added important depth to the Company's management 
structure. 


During the course of the year, the Company took several 
initiatives to intensify safety awareness and improve safety 
throughout our operations, consistent with our Safety Policy, 
including, for example, WHMIS and other safety training, 
emphasis on best practices —including job rotation and 
stretching, expansion of the PRT Safety Manual, and the 
posting of safety awareness signage. All these actions are 
representative of the proactive approach that we continue to 
take in ensuring a safer work environment for our employees 
at PRT. 


Nursery administration costs amounted to $4.5 million, an 
increase of $440,000 or 11%, reflecting a larger number of 
operating centres, support and R&D costs. This is consistent 
with our expectations. 


Given the experience with the integration of the two nurseries 
in northeastern Ontario and the need to strengthen the 
organization, we took a pause in our expansion plan and no 
acquisitions were undertaken in 2000. 


Although we have initiated an energy conservation program 
and promoted less energy-intensive products with our cus- 
tomers, energy costs and the uncertainty around those costs 
remain a concern. As well, we expect to achieve significant 
improvements in our northeastern Ontario nurseries in 2001, 
such that they will operate profitably and contribute to the 
cash costs of capital. Over time, we fully expect these new 
operations to become contributors to the Fund's distributable 
cash flow. 


Although certain sectors and regions of our principal customer 
group, the forest industry, are experiencing difficulty in a 
number of areas, PRT'’s geographic diversification has and will 
serve the Company well in any downturn. 


Notwithstanding the disappointments in 2000, a stronger 
organization and improved operations, especially in the area 
of energy management, have positioned PRT to take advantage 


of opportunities and enhance Unitholder value into the future. 


Evert Van Eerden 
President and CEO 
Pacific Regeneration Technologies Inc. 


Evert Van Eerden 
President & CEO 
Pacific Regeneration 
Technologies Inc. 


__ Management's Discussion and Analysis 


Introduction 


We are pleased to present the fourth annual report of 
the PRT Forest Regeneration Income Fund, for the year 
ended December 31, 2000. This section presents man- 
agement's view of the operating results, financial 
position and business of the Fund, and its operating 
subsidiary, Pacific Regeneration Technologies Inc. ("PRT"). 


The consolidated financial statements presented in this 
report are for the PRT Forest Regeneration Income Fund 
("the Fund"). The Fund holds all of the common shares 
and $41 million of 12% subordinated notes issued by 
PRT. The Fund's activities are restricted to holding these 
securities, receiving income from them, and making 
distributions of such income to the Trust Unitholders. 
PRT generates its income by operating a network of 
reforestation nurseries, and is Canada’s largest forest 
nursery company. 


Accounting Policy Change 


During the year, the Fund adopted the new recommenda- 
tions of the Canadian Institute of Chartered Accountants, 
dealing with accounting for income taxes. This new 
standard requires adoption of the “liability method" of 
accounting for tax allocation balances. Under this method, 
future income tax ("FIT") liabilities or assets are deter- 
mined based on the differences between the financial 
reporting values and tax-based balances of assets and 
liabilities, and are recorded using the tax rates that 
are expected to be in effect when the differences will 
reverse. For this purpose, tax laws must be in effect 
or substantially enacted at the time of making the 
determination of the future income tax 
balance. Any change in future 
income tax balances 
during the period is 
included in the 
determination 
of income. 


The Fund and its subsidiaries adopted the new standard 
effective January 1, 2000, applied on a retroactive basis 
without restating the results of prior periods. The cumu- 
lative effect of revaluing future income tax liabilities on 
this basis at January 1, 2000 was an increase in future 
income taxes of $459,018. This amount was recorded as 
a decrease in Unitholders’ equity in the period. 


Operating Review 


During the year, PRT completed certain expansion projects 
which were initiated in 1999, and commenced several 
new projects. In addition, PRT Birchill and PRT North Gro, 
the northeastern Ontario nursery acquisitions made late 
in 1999, were integrated into PRT's operations. This was 
also the first full year of operations for PRT Frontier, the 
company's reforestation contracting division, which was 
acquired in the third quarter of 1999. 


The combined contribution from the above expansions 
led to 25% year-over-year revenue growth. Operating 
income increased by 14%, a lesser rate than revenue 
growth due to the combined impact of start-up and 
integration costs for the new acquisitions, sharply 
higher energy costs, and certain crop delivery shortfalls. 
Distributable cash flow declined by $0.09 over 1999 

due to the effect of higher debt service payments, which 
resulted from increased borrowings incurred to finance 
the significant expansion projects and acquisitions made 
over the past two years. 


In the forest nursery industry, seedling block volume is 

a more meaningful measure of production volume than 
the number of seedlings. The number of seedlings grown 
in a seedling container block is dependent on the size of 
the seedlings. For example, larger seedlings require more 
container space (blocks) to produce, but also command 
higher prices. Therefore, seedling block volume and block 
revenue measures provide a more accurate indication of 
space utilization, which is independent of seedling size 
or species. Seedling blocks sown in the year rose by 21%, 
as compared to an increase of 17% in 1999. This increase 
was attributable to continuing strong market demand in 
the Company's traditional markets, as well as the effect 
of adding the two new nurseries in northeastern Ontario. 
Synergies brought by the integration of growing and 
planting contracts, marketed by PRT Frontier, also con- 
tributed to an increase in volumes in Ontario. Seedling 
prices were generally flat in 2000, and revenue per seedling 
block was largely unchanged from the previous year. 


Revenues (§ thousands - unaudited) Heating Costs as a % of Revenue 
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Costs of production rose to 58.7% of revenue in 2000, as 
compared to 54.0% in 1999. This increase was attributable 
to four factors: 


1. Inclusion of a full year of operations by PRT Frontier, 
which is a lower margin business. 


2. The impact of start-up and integration costs in northeastern 
Ontario, associated with improving and bringing the two 
nurseries into PRT's operating network. 


3. Increased operating costs caused by sharply higher commod- 
ity prices, and in particular energy costs for greenhouse heat. 


4. The costs associated with certain crops which could not 
be delivered in the fourth quarter due to not meeting 
contract specifications. 


The business of PRT Frontier is primarily a labour service, with 
low capital investment. Consequently, gross margins are much 
lower than the nursery business. Revenues and costs of pro- 
duction were higher in 2000 than in 1999, which included 
only the initial five months of operations. If the effect of PRT 
Frontier was excluded from each period, costs of production 
from nursery operations would have totaled 56.7% and 53.4% 
respectively, in each year. 


Late in 1999, PRT acquired the operations of PRT Birchill, near 
Cochrane Ontario, and PRI North Gro, near Kirkland Lake, Ontario. 
In addition, certain assets of a nursery in North Bay, Ontario 
were acquired and relocated to PRT North Gro, effectively dou- 
bling the capacity of that nursery. The physical relocation of 
these assets was completed over the winter of 1999/2000. 


PRT Birchill and the nursery in North Bay, Ontario were not 
utilizing Styroblock™ seedling containers, which is the seedling 
container format in use at PRI's other operating locations. The 
containers used at these nurseries were more costly to purchase 
and handle, leading to higher operating costs relative to 
Styroblock™ containers. In addition, expenditures associated 
with upgrading facilities, providing for transitional management, 
and setting up PRI's operating infrastructure led to higher 
than expected costs during the year. Many of these expenses 
are one time costs, and consequently we expect significant 
improvement in operating results in 2001. In addition, through 
trials and test orders we are demonstrating to customers in north- 
eastern Ontario the advantages of crops grown in Styroblock™ 
seedling containers. Styroblock™ containers will provide improved 
reliability to customers and lower operating costs to PRT. It is 
expected that for 2001, at least 50% of the crops at these 
facilities will be grown in Styroblock™ containers. 
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Commodity prices for energy, and to a much lesser-extent 
other commodities such as paper, resulted in increased produc- 
tion costs year over year. Energy prices impact various input 
costs, including seedling containers, fertilizers, and most sig- 
nificantly greenhouse heating. Natural gas, the heating fuel 
most commonly used in PRT nurseries, has risen significantly 
over the past two years. On a revenue adjusted basis, year 
2000 heating costs increased by 34% over 1999, and were 
more than 60% higher than in 1998. This resulted in a year- 
over-year cost increase of more than $400,000 in 2000. 


Heating costs in 2001 are expected to increase further, based 
on the natural gas commodity price trend going into 2001. 
Natural gas prices continued to rise late in the year and 
peaked in December, 2000. Since that time, gas prices have 
been easing, but over the course of 2001 are expected to 
average three to four times higher than the long-term historical 
average. Nearly 85% of PRT's heating energy is consumed 
between January and May each year. To minimize the effect 
of higher energy costs, the company has implemented certain 
energy conservation measures, and is optimizing crop rotations 
to reduce the volume of winter sown crops. Modest seedling 
price increases were also achieved for 2001 contracts based 

on the effect of energy in the previous year. These increases, 
however, will not fully offset the expected rise in heating costs 
in 2001. Accordingly, higher energy prices will continue to 
impact operating income in the year ahead. The Company's 
sensitivity to natural gas price moves is estimated as $0.04 to 
$0.05 per unit of distributable cash flow for each change in 
natural gas prices of CAD $1.00 per gigajoule. 


During the fourth quarter, two BC nurseries were unable to 
deliver certain crops, which had not met contract specifica- 
tions. Seedling contracts normally specify an acceptable range 
of dimensions for seedling height and caliper, among other 
things. While it is not unusual for an agricultural crop to 

vary from specifications, in the current weak BC forest indus- 
try climate some customers were less tolerant of such 
variances. Market conditions also made it impossible to find 
alternative markets for these seedlings. Accordingly, produc- 
tion costs include the cost to grow these crops, without the 
offsetting revenue contribution. Steps have been taken to 
improve operating procedures and reduce the risk of recurrence, 
and accordingly, variances such as this are not expected to 
recur to a similar extent in future years. 


Nursery administration costs decreased to 13.4% of revenues 
in 2000, as compared to 15% in 1999, as a result of 
increased operating leverage. These costs are 

expected to rise slightly in 2001, but 
will remain below 1999 levels as a 
percentage of revenue. 


Fund administration costs 
increased slightly over 1999 
due to higher professional 
fees. The management fee 
remained unchanged at 
$1,000,000, but declined to 
3% of revenue from 3.7% in 


Sx 313 - White spruce, Picea glauca 


1999 due to increased operating leverage on higher volumes. 
The fee, which is paid to PRT Management Inc. ("PMI"), is set 
periodically with reference to PMI's internal operating costs. 
As an incentive to increase returns to Unitholders, the man- 
agement agreement also provides for incentive fee payments, 
which are earned when distributions to Unitholders are 
increased above certain defined limits starting at $1.10 per 
unit. No incentive fees were earned under the management 
contract in either year. 


Operating earnings, defined as earnings before interest, 
depreciation, amortization, income from asset sales, and 
income taxes rose by approximately $970,000 on higher rev- 
enues. This was a 14% increase over 1999, but the increase 
was limited by the impact of the higher production costs 
noted above. 


Interest costs increased over 1999 as a result of higher term 
debt borrowings to finance recent expansions, and higher 
average operating line balances during the year. Operating 
loan balances were higher due to increased demand for 
working capital on higher revenue volume, as well as a trend 
toward later season crops which shifted progress payments 
later in the year. 


Depreciation expense increased due the expansionary capital 
spending which occurred in 1999, as these assets were put 
into use during the year. In 1999, the company disposed of 

a former nursery site, realizing a gain on sale of $576,785. 
Similar-sized transactions did not occur in 2000, and are not 
expected to be part of recurring operating results. It is the 
company's policy to reinvest the proceeds of asset sales in the 
business and, accordingly, income or losses from asset disposals 
are excluded from the determination of distributable cash flow. 


Income tax expense was lower in the year on lower pre-tax 
income, which was due to the effect of the large asset disposal 
gain in 1999, as well as higher interest and depreciation 
charges in 2000 relating to expansion. Certain future income 
tax liabilities were reduced as a result of lower tax rates which 
were enacted in the year, and this created a $46,000 adjust- 
ment to the current period income statement provision. 


Net income declined by $387,000 over the previous year, mainly 
as a result of the large asset disposal gain which was included in 
the 1999 results. 


Earnings enhancing capital 


Operating income’ (S thousands - unaudited) expenditures (§ thousands — unaudited) 
8,000 — 6,000 — 
6,000 — 
4,000 — 
4,000 — 
2,000 — 
2,000 — 


1 Defined as earnings before interest, depreciation, 
income taxes, other income and discontinued operations 


Financial Position 


Working Capital 

Net working capital, before deduction for the current portion 
of long-term debt, totaled $2.6 million at the end of the year, 
an increase of $760,000 over the balance at the end of 1999. 
This increase mainly reflects the low working capital position 
that existed at the end of 1999, resulting from capital 
expenditures which had been temporarily financed from the 
operating line that year. Term debt drawings early in 2000 
replenished these funds. 


Accounts receivable and unbilled revenue increased by an 
aggregate total of $1.9 million over 1999, attributable to 
revenue growth as well as a general shift to later season crops 
during the year. Short-term bank indebtedness was higher due 
to financing this increase. Accounts payable and accrued lia- 
bilities were lower at the end of 2000, since the 1999 balance 
included liabilities arising from the acquisitions of the nurseries 
in northeastern Ontario. 


Non-current Assets 

Capital assets increased by $2.1 million, net of $2.8 million in 
depreciation charges. This increase was the result of making 
combined expansionary and replacement capital expenditures 
of $4.9 million in 2000. Goodwill, which arose from the 
acquisition of PRT by the Fund, and PRT Frontier by PRT, 

was reduced by amortization of $749,000 in the year. 


Non-current Liabilities 

As at December 31, 2000, PRT had made cumulative drawings 
of $13.2 million against its term debt facility to finance 
expansionary capital expenditures. Principal repayments to 
date have totaled $1.4 million, leaving a net balance of 

$11.8 million outstanding at the end of the year. Loan segments 
under this facility are being amortized in equal quarterly pay- 
ments over 10 years. 


Future income taxes increased by $596,000 over 1999. This 
was mainly attributable to the adoption of the new income 
tax accounting policy noted above, which added $459,000 to 
the balance. In addition, future income taxes assumed with 
the nursery acquisitions in northeastern Ontario contributed 
to the increase. 


Annual contracted seedling 


blocks sown (§ thousands — unaudited) Sales Growth (%) 


1,400 — PAS c= 


172005— 


1,000 — 


800 — 


600 — 


400 —- 


200 — 


0 - 


Distributions to Unitholders 


$0.40 — 


Distributions of 1999 
distributable cash flow = $1.05 


$0.30 — 


$0.20 - 
$0.10 — 
Ee eM Ey es 


o- 


Interest Hl Return of Capital Dividend 


Unitholders' Equity 

No new trust units were issued in 2000. Unitholders equity 
was reduced by a cumulative adjustment of $459,000 to adopt 
the new income tax accounting standard, as well as by the 
amount by which cash distributions declared exceeded net 
income In the year. 


Liquidity and Capital Resources 

Operating 

Cash provided from operations, before changes in net cash 
working capital, totaled $7.6 million, an increase of $520,000 
over 1999. This improvement was the result of operating 
growth generated by expansion projects in 1999 and 2000. 
Cash from operations, after the increase in non-cash working 
capital of $2,998,000 totaled $4,651,000. The increase in non- 
cash working capital resulted from payment of liabilities that 
existed at the end of 1999 related to the purchase of the 
nurseries in northeastern Ontario. In addition, the increase 
was also attributable to a rise in accounts receivable and 
unbilled revenue at the end of 2000 on higher revenues. 


The Company has up to $7.7 million available under its 
revolving operating loan facility, to fund working capital 
requirements and for general corporate purposes. At year-end, 
$1.8 million was still available to be drawn under this facility. 


Financing 

Long-term debt increased by $3.8 million in 2000, after 
amortization, related to financing earnings-enhancing capital 
expenditures. PRT uses its term debt facility to finance capital 
expenditures that are incurred to enhance operating earnings. 
Project return benchmarks are established to ensure that long- 
term returns from such expenditures are accretive to Unitholders. 
A total of $4.7 million was drawn for this purpose in 2000, 
while $0.9 million was repaid as scheduled amortization. 


The term loan has a $15 million limit, from 
which $13.2 million in cumulative drawings 
have been made, leaving $1.8 million 
undrawn at year-end. The Company 
intends to extend the available 
credit under this facility by an 
additional $5 million in 2001 

to provide additional capacity 

for expansion. 
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Distributions of 2000 
distributable cash flow = $0.96 


Mar. 31/99 June 30/99 Sept. 30/99 Dec. 31/99 Mar. 31/00 Mar. 31/00 June 30/00 Sept. 30/00 Dec. 31/00 Mar. 31/01 


Financing activities also include cash 
distributions paid to Unitholders during the 
year. The increase in amount paid in 2000 
reflects a change in the timing of distribu- 
tions, following the change in distribution 
policy adopted in 1999. In years prior to 
1999, payments of interest and dividend 
g were made on a quarterly basis, based on 


anticipated operating results for the year. 

In 1999, the policy was amended such that 
only the interest portion was paid out in 
the year, with the dividend being deferred 
and paid out in the following year based on audited results for 
the year. As a result of this change, payments during 1999 did 
not include a dividend distribution, whereas year 2000 payments 
included a $963,671 dividend from 1999 operations. 


Investing 
Capital spending, including acquisitions in the year totaled 
$5.4 million, as follows: 


2000 1999 
Sustaining capital es. 540,174 $ 275,664 
Seedling containers 954,076 1,124,313 
Acquisitions, net of 
cash acquired 470,740 2,593,755 
Other earnings-enhancing 
capital expenditures 3,441,539 2,902,751 
Total $ 5,406,529 $ 6,896,483 


Sustaining capital expenditures increased over 1999, which 
had lower than expected expenditures, but at 1.6% of revenue 
are still within our long-term 2% guideline. Major areas of 
sustaining capital spending were information systems 
upgrades, environmental management, and replacement of 
nursery equipment. Sustaining capital expenditures are 
financed from cash flow as they are incurred. 


Seedling container expenditures decreased slightly from the 
prior year, as a portion of the increased container capacity 
required for year 2000 revenue growth was purchased in 1999. 
In addition, some of the seedlings grown at the nurseries 
acquired in northeastern Ontario were grown in a disposable 
container format, which forms part of operating expenses in 
the year as opposed to capital. Seedling container replacement 
is funded from operating cash flow, as depreciation on these 
assets is treated like a cash expense In costs of production, 
and is not added back in determining distributable cash flow. 
To the extent overall container capacity is expanded, the addi- 
tional containers may be financed from the 
Company's term debt facility. Seedling container 
depreciation in 2000 totaled $794,241 
(1999 - $587,035). 


Expenditures on acquisitions in the 
period related to final adjustments to 
the purchase price for the nursery 
acquisitions made late in 1999 in 

Nursery Manager, Doug Hevenor (right), and 


Nursery Superintendent, Darcy McElveny at 
PRT North Gro, Kirkland Lake, Ontario. 


Py 415 — Yellow pine, Pinus ponderosa 


northeastern Ontario. These 
expenditures are financed from 
the Company's term debt facilities. 


Earnings-enhancing capital expen- 

ditures other than acquisitions and 
expansion of seedling containers 
increased by $538,788 over 1999, 
totaling $3,441,539 for the year. Major 
capital projects completed during the year 
included: 


¢ Completion of a 50,000 square foot greenhouse 
expansion project at PRT Red Rock, near Prince George, BC 


e Addition of four shelterhouses and expansion of open 
compounds at PRT Armstrong, in BC 


® 14,000 square foot expansion of greenhouse range at PRT 
Summit, in Telkwa, BC 


e Addition of approximately 40,000 square feet in six 
greenhouses at PRT Dryden, in Ontario 


e Expansion of open compounds at PRT Reid Collins, near 
Vancouver, BC 


¢ Completion of upgrades and facilities integration at 
PRT Birchill, a nursery acquired late in 1999 near 
Cochrane, Ontario 


e Addition of approximately 40,000 square feet in six new 
greenhouses at PRT Beaverlodge, in Alberta 


¢ Completion of 65,000 square foot expansion of green- 
house capacity at PRT Prince Albert, in Saskatchewan 


¢ Consolidation and integration of two acquired nurseries at 
PRT North Gro, near Kirkland Lake, Ontario 


These projects all contributed to revenue growth in 2000. 
Financing for these earnings-enhancing capital expenditures 
came from PRI's term debt facility. 


Risks and Risk Management 


The Company's business involves the cultivation and growing 
of forest seedlings, an agricultural crop. As such, the business 
of PRT is subject to risks inherent in an agricultural business. 
To manage these risks, PRT grows much of its crop in climate 
controlled greenhouses in diverse locations, and carefully 
monitors the growing conditions of its nurseries with trained 
growing personnel. In addition, the Company maintains insur- 
ance against certain types of crop losses. 


Certain of PRT's costs are subject to variations caused by 
movements in commodity prices. Some costs, such as energy, 
have shown increased volatility in recent periods, which has 
and may continue to adversely impact PRT’s cost structure. The 
Company typically prices its products under annual sales con- 
tracts, and so may not be able to revise its sales prices in the 
short term to offset commodity price volatility. To reduce this 
risk, PRT purchases energy from a variety of regulated and 
non-regulated sources, which is expected to dampen the effect 
of short-term changes in commodity prices. The Company may 


also enter into forward purchase contracts for future energy 
requirements where management considers it advantageous 
to do so. 


The business of PRT is highly dependent on the forest industry 
in Canada. While the Company is not materially dependent 

on any one customer, regional markets may be impacted by 
changes in global markets and government regulations. In 
recent years, management has taken steps to diversify PRT's 
Operations outside of British Columbia, such that at the present 
time, more than half of the Company's revenues are derived 
from outside the province. 


The Company intends to use term debt financing to fund earnings- 
enhancing capital expenditures in the current low interest rate 
environment. Interest rate risk is managed by fixing term debt 
rates for varying terms using interest rate swaps. Working 
capital loans are short term in nature and represent a relatively 
small portion of total borrowings. Accordingly, management 
does not hedge interest rate risk on this debt. 


The production of forest seedlings has limited impact 
on the environment. Seedlings are grown in 
controlled greenhouses or in defined open 
compounds. To manage any potential 
environmental risks, PRT has estab- 
lished an Environmental Management 
System (EMS). The EMS consists of 
an environmental policy, codes of 
conduct, periodic site audits, 
employee training and awareness, 
environmental monitoring, emergency 
prevention and response 

procedures, and periodic reporting. 


Outlook 


With completion of the various expan- 
sion projects in 2000 and the purchase 
of our nursery network in northeastern 
Ontario, PRT has positioned itself as the 
leading forest seedling grower in all its major markets. From 
this enhanced operating base, PRT is strongly positioned to 
service local, regional and national customers. This is becoming 
increasingly important as our forest industry customers con- 
tinue to consolidate and streamline their operations, and as 
stakeholders in the forest industry place increased emphasis on 
sustainable forest resource management. 


PRT Chairman, Colin Dobell 
at PRT Red Rock, 
in British Columbia. 


In the near term, we expect to see continuing improvement 
from our newest nurseries in northeastern Ontario. Rising 
energy costs, however, are expected to largely offset these 
gains in 2001. From a longer term perspective, we do not 
believe that prices for natural gas are sustainable at the high 
levels seen over the winter heating season in 2000/2001, and 
we are encouraged by recent trends to lower prices. With this 
longer term outlook, PRT anticipates that significantly improved 
operating results are possible from our existing operations. 
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Management’s Responsibility for Financial Reporting 


The accompanying consolidated financial statements of 
PRT Forest Regeneration Income Fund (the "Fund") and 
all the information in this annual report pertaining to 
the Fund have been prepared by PRT Management Inc. 
("PRT Management") and management of Pacific 
Regeneration Technologies Inc. ("PRT") and have been 
approved by the Board of Trustees of the Fund. 


The financial statements have been prepared by PRT 
Management in accordance with generally accepted 
accounting principles. When alternative accounting 
methods exist, management has chosen those it deems 
most appropriate in the circumstances. Financial 
statements are not precise since they include certain 
amounts based on estimates and judgements. PRT 
Management has determined such amounts on a 
reasonable basis in order to ensure that the financial 
statements are presented fairly in all material respects. 
PRT Management has prepared the financial informa- 
tion of the Fund presented elsewhere in the annual 
report and has ensured that it is consistent with the 
financial statements of the Company. 


PRT Management maintains on behalf of the Fund 
systems of internal accounting and administrative con- 
trols of high quality, consistent with reasonable cost. 
Such systems are designed to provide reasonable assur- 
ance that the financial information is relevant, reliable 
and accurate and that assets are appropriately 
accounted for and adequately safequarded. 


On behalf of the Trustees and Management 


Colin A.C. Dobell 
Trustee 


bean 


February 16, 2001 


tz 


The Trustees of the Fund are responsible for ensuring 
that management fulfills its responsibilities for financial 
reporting and is ultimately responsible for reviewing 
and approving the financial statements of the Fund. 
The Trustees carry out this responsibility through the 
Fund's Audit Committee. 


The Audit Committee is comprised of the three 
Trustees, all of whom are independent and unrelated 
to the Fund. The Committee meets periodically with 
PRT Management and management of PRT as well as 
the external auditors, to discuss internal controls over 
the financial reporting process, auditing matters and 
financial reporting issues, to satisfy itself that each 
party is properly discharging its responsibilities, and 
to review the annual report, the financial statements 
and the external auditors’ report. The Committee also 
considers, for approval by the Unitholders, the engage- 
ment or re-appointment of the external auditors. 


The consolidated financial statements of the Fund have 
been audited by PricewaterhouseCoopers, the external 
auditors, in accordance with generally accepted auditing 
standards on behalf of the Unitholders. 
PricewaterhouseCoopers has full and free access to 

the Audit Committee. 


Evert Van Eerden 
President and CEO 
Pacific Regeneration Technologies Inc. 


To the Unitholders of 
PRT Forest Regeneration Income Fund 


We have audited the consolidated balance sheets of 
PRT Forest Regeneration Income Fund (the “Fund") as 
at December 31, 2000 and 1999 and the consolidated 
statements of earnings and distributable cash, 
Unitholders' equity and cash flows for the years then 
ended. These financial statements are the responsibility 
of the Fund's management. Our responsibility is to 
express an opinion on these financial statements based 
on our audits. 


We conducted our audits in accordance with Canadian 
generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the 


Chartered Accountants 


Vancouver, Canada 
February 9, 2001 
(except for note 9, which is as at February 16, 2001) 


LLF 


amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles 
used and significant estimates made by management, 
as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements 
present fairly, in all material respects, the financial 
position of the Fund as at December 31, 2000 and 1999 
and the results of its operations and its cash flows for 
the years then ended in accordance with Canadian 
generally accepted accounting principles. 
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Consolidated Balance Sheets 
As at December 31, 2000 and 1999 


2000 1999 
Assets 
Current assets 
Accounts receivable 8,273,145 6,509,522 
Inventories 1,263,878 1,273,690 
Prepaid expenses 274,280 202,600 
Unbilled revenue 1,498,350 1,348,417 
11,309,653 9,334;229 
Capital assets (note 5) 31,204,727 29,075,648 
Goodwill 27,243,426 27,991,944 
69,757,806 $ 66,401,821 
Liabilities and Unitholders’ Equity = 
Current liabilities 
Operating line (note 6) 5,854,696 2,989,593 
Accounts payable and accrued liabilities 1,589,926 3,235,891 
Distribution payable to Unitholders (note 9) 1,237,411 1,240,752 
Current portion of long-term debt (note 7) 1,286,012 732,264 
9,968,045 8,198,500 
Long-term debt (note 7) 10,551,589 7,337,601 
Future income taxes (notes 3 and 10) 1,432,521 836,473 
ZO S2 Ss 16,372,574 
Unitholders' Equity (note 8) 47,805,651 50,029,247 
69,757,806 $ 66,401,821 


Approved by the Trustees 


Colin A.C. Dobell 
Trustee ae 


Trustee 


Consolidated Statements of Earnings and Distributable Cash 


For the years ended December 31, 2000 and 1999 


2000 1999 
Revenue $ 33,269,722 $ 26,713,558 
Expenses 
Costs of production 19,521,383 14,419,429 
Nursery administration 4,466,095 4,025,850 
Fund administration 222,660 : 178,492 
Management fee (note 77(b)) 1,000,000 1,000,000 
25,210,138 19/623;)771 
Earnings before the following 8,059,584 7,089,787 
Interest expense (1,094,325) (480,707) 
Depreciation (2,008,509) (1,509,753) 
Amortization of goodwill (748,518) (746,768) 
Gain on sale of capital assets 8,171 576,785 
Earnings before income taxes 4,216,403 4,929,344 
Provision for income taxes (note 10) 94,712 420,911 
Net earnings for the year 4,121,691 4,508,433 
Net earnings adjustments 
Depreciation 2,008,509 HOO 53 
Amortization of goodwill 748,518 746,768 
Future income taxes (recovery) (15,212) 354,659 
Repayment of long-term debt (932,262) (372,634) 
Sustaining capital expenditures (540,174) (275,664) 
Gain on sale of capita! assets (8,171) (576,785) 
Distributable cash $ 5,382,899 $ 5,894,530 
Net earnings per Trust Unit $ 0.74 $ 0.80 
Distributable cash per Trust Unit $ 0.96 $ 1.05 


Consolidated Statements of Unitholders’ Equity 
For the years ended December 31, 2000 and 1999 


2000 1999 

Balance - Beginning of year $ 50,029,247 $ 50,443,143 

Net earnings for the year 4,121,691 4,508,433 
Adjustment for adoption of new 

accounting standard (note 3) (459,018) — 

Distributions declared during the year (note 9) (5,886,269) (4,922,329) 

Balance - End of year $ 47,805,651 $ 50,029,247 
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Consolidated Statements of Cash Flows 
For the years ended December 31, 2000 and 1999 


2000 1999 
Cash flows from operating activities 
Distributable cash $ 5,382,899 $ 5,894,530 
Repayment of long-term debt 932,262 372,634 
Sustaining capital expenditures 540,174 275,664 
Seedling container depreciation 
included in costs of production 794,241 587,035 
7,649,576 TAZaEG3 
Net change in non-cash working capital items (2,998,407) (497,748) 
4,651,169 6,632,115 
Cash flows from financing activities 
Distributions paid to Unitholders (5,889,610) (5,083,005) 
Net proceeds of long-term debt 3,767,736~ 3,102,365 
(2,121,874) (1,980,640) 
Cash flows from investing activities 
Acquisitions - net of cash acquired (note 4) (470,740) (2,593,755) 
Purchase of capital assets (4,935,789) (4,302,728) 
Proceeds on sale of capital assets 123131 896,564 
(5,394,398) (5,999,919) 
Increase in operating line (2,865,103) (1,348,444) 
Operating line - beginning of year (2,989,593) (1,641,149) 
Operating line - end of year $ (5,854,696) $ (2,989,593) 
Supplemental information 
Interest paid $ 1,210,175 $ 564,387 
Income taxes paid $ 71,924 $ 82,252 


Notes to Consolidated Financial Statements 
December 31, 2000 and 1999 


Organization and nature of operations 


PRT Forest Regeneration Income Fund (the "Fund") is an open-ended single purpose trust, created 
under the laws of British Columbia by a Declaration of Trust dated May 14, 1997. The Fund is the 
largest producer of container-grown forest seedlings in North America. The Fund grows its seedlings 
at eight nurseries in British Columbia, three in Ontario, and one in each of Alberta and Saskatchewan. 


Significant accounting policies 


Basis of financial statements 


These consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in Canada. 


Principles of consolidation 


These consolidated financial statements include the accounts of the Fund, Pacific Regeneration 
Technologies Inc. ("PRT" or the “Company") and PRT's wholly owned subsidiary companies. Inter-group 
transactions are eliminated on consolidation. 


Revenue recognition 


Revenue from contracts is recognized as a percentage of the contract price, based on the percentage 
of total direct expenses incurred to total budgeted direct costs. Total revenue is recognized when 
seedling crops reach substantial completion, which is defined as meeting all contracted growth speci- 
fications. Any excess of revenues recorded using this percentage completion method over amounts 
billed is recorded as unbilled revenue. 


Revenue from non-contracted goods and services is recognized when the goods are delivered or the 
service has been substantially rendered. 


Inventories 


Inventories of supplies are recorded at the lower of cost and replacement cost. Native plants and seed 
inventories are carried at the lower of cost and net realizable value. 


Capital assets and depreciation 


Capital assets are carried at cost less accumulated depreciation. Depreciation is calculated using the 
straight-line method at rates which reflect the estimated useful lives of the assets as follows: 


Buildings 40 years 
Greenhouses 25 years 
Equipment 3-15 years 
Seedling containers 5 years 


Depreciation related to the seedling containers is included in costs of production in the consolidated 
statements of earnings and distributable cash. 
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Notes to Consolidated Financial Statements (continued) 
December 31, 2000 and 1999 


2. 


Significant accounting policies (continued) 


Goodwill 


Goodwill is amortized using the straight-line method over its estimated useful life of either 40 years 
or five years. The Trustees review the valuation and amortization of goodwill on an ongoing basis, 
taking into consideration any events and circumstances that might have impaired the value. Goodwill 
is written down when declines in value are considered to be other than temporary based upon fore- 
cast future cash flows. 


Distributions to Unitholders 


The amount of cash to be distributed annually to Unitholders is determined with reference to distrib- 
utable cash, which is calculated as net earnings adjusted for depreciation, amortization, future 
income taxes, repayment of long-term debt, sustaining capital expenditures and gain on sale of 
capital assets. In the event earnings-enhancing capital expenditures are not.financed with long-term 


- debt or additional equity, distributable cash may be reduced by these expenditures as well. 


Distributions to Unitholders are made on a quarterly basis. Effective the first quarter of 1999, the 
Fund adopted a policy of making a cash distribution each quarter equal to interest charged to PRT by 
the Fund on the Notes plus interest charged on any other inter-group indebtedness less estimated 
Fund administration costs. In addition to the quarterly distributions, an additional distribution (“Fifth 
Distribution") will be made coincident with the first quarter distribution of the following year based 
on the actual distributable cash for the year, less reserves, if any, considered appropriate by the Board 
of Directors of PRT and the Trustees of the Fund. 


Use of estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting 
principles requires estimates and assumptions that affect certain reported amounts and disclosures. 
Accordingly, actual amounts could differ from those estimates. 


Change in accounting policy 


On January 1, 2000, the Fund and its subsidiaries adopted the new recommendations of the Canadian 
Institute of Chartered Accountants dealing with accounting for income taxes. The new standard 
requires the use of the liability method. Under this method, future income tax assets and liabilities 
are determined based on differences between the financial reporting and tax bases of assets and 
liabilities and are measured using the substantially enacted tax rates and laws that will be in effect 
when the differences are expected to reverse. The effect on future income tax assets and liabilities 

of a change in tax rates is included in income in the period in which the change occurs. 


The Fund and its subsidiaries have adopted the new recommendations retroactively without restating 
the results of prior periods. The cumulative effect of adopting the new recommendations as at 
January 1, 2000 is an increase in future income taxes and a decrease in Unitholders' equity of $459,018. 


Prior to adoption of the new recommendations, PRT and its subsidiaries followed the tax allocation 
method of accounting for income taxes, whereby earnings are charged with income taxes relating to 
reported earnings. Differences between such taxes and taxes currently payable or recoverable are 
reflected in deferred income taxes and arise because of differences between the time certain items of 
revenue and expense are reported in the accounts and the time they are reported for tax purposes. 


Notes to Consolidated Financial Statements (continued) 
December 31, 2000 and 1999 


3. 


Change in accounting policy (continued) 


The Fund is a Unit Trust for income tax purposes. As such, the Fund is only taxable on any taxable 
income not allocated to the Unitholders. During 2000 and 1999, all taxable income of the Fund has 
been allocated to the Unitholders. Income tax obligations relating to distributions from the Fund are 
the obligations of the Unitholders. Subsidiaries of the Fund are normal taxable entities. 


The income tax provision/recovery recorded in these consolidated financial statements is based on the 
consolidated tax position of the Fund and its subsidiaries. 


Acquisitions 


During the year ended December 31, 1999, PRT completed the following acquisitions: 


ot 


a 


b 


the assets of a reforestation contracting business ("Frontier") in Dryden, Ontario. 


ae 


100% of the outstanding shares of Birchill Forest Renewal Center Inc. ("Birchill"), a reforestation 
nursery located in Cochrane, Ontario. 


c) 100% of the outstanding shares of 884030 Ontario Limited and its wholly owned subsidiary, 
North Gro Development Ltd. ("North Gro"), a reforestation nursery located near 
Kirkland Lake, Ontario. 


d) specific assets of a reforestation nursery in North Bay, Ontario, that were relocated to the 
North Gro nursery location. 


The combined net assets acquired at fair market value are as follows: 


Cash $ 261,554 
Non-cash net working capital 752,631 
Capital assets 21517,105 
Goodwill 15,000 
Future income taxes (220,241) 

$ 3,326,049 


Total consideration 


Cash consideration paid during 1999 & 922,855;309 
Cash consideration paid during 2000 470,740 
$ . 3,326,049 


These acquisitions have been accounted for using the purchase method, and, accordingly, these con- 
solidated financial statements include the results of operations from the date of acquisition. Birchill 
and North Gro were both wound up into PRT at December 31, 1999. 


As at December 31, 1999, the cash consideration to be paid in 2000 was estimated to be $747,483. 
The actual consideration paid in 2000 was $470,740. The purchase price allocation has been adjusted 
to reflect the actual consideration paid. 
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Notes to Consolidated Financial Statements (continued) 


December 31, 2000 and 1999 


Capital assets 


2000 1999 
Accumulated 

Cost depreciation Net Net 

Land $ 2,655,212 $ - $” -2:655,212 $° 2'655,212 
Buildings 4,442,529 330,735 4,111,794 4,219,429 
Greenhouses 16,993,410 2,033,475 14,959,935 13,659,656 
Equipment 10,443,867 2,831,518 7,612,349 6,835,750 
Seedling containers 3,836,230 1,970,793 1,865,437 1,705,601 


$ 38,371,248 $ 7,166,521 $ 31,204,727 $ 29,075,648 


The following summarizes the amounts charged to earnings in respect of depreciation: 


‘2000 1999 

Seedling container depreciation included in the 
costs of production $ 794,241 $ 587,035 
Other capital asset depreciation 2,008,509 17509,753 
Total depreciation C2 8027 50) $ 2,096,788 


Operating line 


PRT has a revolving operating facility available in the amount of $7.7 million (1999 - $7.7 million) to 
fund the Company's working capital and general corporate requirements, and to provide temporary 
financing for earnings-enhancing capital expenditures prior to conversion to term debt (note 7). At 
December 31, 2000, the Company had drawn $4,854,696 (1999 - $2,989,593) of cash advances from 
the operating facility bearing interest at prime (1999 - prime) and $1,000,000 (1999 - $nil) of a 
short-term bankers’ acceptance, maturing on January 5, 2001, bearing interest at 5.94%. A first float- 
ing charge over the Company's assets is provided as security. 


Long-term debt 


PRT has a term debt facility available in the amount of $15 million (1999 - $15 million), or the 
equivalent in US dollars, to fund earnings-enhancing capital expenditures and acquisitions. Under the 
credit facility, PRT may borrow by way of prime and/or base rate drawings, bankers’ acceptance draw- 
ings, and/or LIBOR drawings. 


Notes to Consolidated Financial Statements (continued) 
December 31, 2000 and 1999 


as 


Long-term debt (continued) 
On or before the annual revolvement date, PRT may, at its option, extend the facility for one year or 
elect to convert all or a portion of the principal amounts owing into a non-revolving term loan. As at 
December 31, 2000, the following amounts have been drawn and converted into non-revolving term loans: 
Quarterly Fixed 
principal Date of first Maturity interest 
instalments instalments date rate % 2000 A909 
$ 33,379 June 28, 1999 June 26, 2008 5.69 $ 1,001,351 $1,134,865 
92,500 September 30, 1999 June 30, 2009 52595 3,145,000 3,515,000 
27,500 September 30, 1999 June 30, 2009 5.62 935,000 1,045,000 
8) B/S September 30, 2000 June 30, 2010 5.89 2,256,250 2,375,000 
62,500 September 30, 2000 June 30, 2010 6.48 2,375,000 _ 
37,500 September 30, 2000 June 30, 2010 6.36 1,425,000 - 
17,500 September 22, 2001 June 22, 2011 578 700,000 ~ 
: 11,837,601 8,069,865 
Less: Current portion 1,286,012 732,264 
$10,551,589 $ 7,337,601 
Interest paid on long-term debt $ 848,327 © 417,070 


PRT has entered into interest rate swap agreements to fix the interest rates on its term loans. The 
rates noted in the above table represent the fixed interest rates resulting from the swap agreements. 


In addition to the fixed interest rates, a stamping fee is incurred for each term loan at a rate ranging 
between 0.825% and 1.5% per annum, depending on PRI's total indebtedness to EBITDA ratio. 


A first floating charge over the company’s assets is provided as security. 


The principal repayments required in each of the next five years are as follows: 


Year ending December 31, 


2001 $ 1,286,012 
2002 1,321,016 
2003 1,321,016 
2004 1,321,016 
2005 1,321,016 


Unitholders’ capital 


The Declaration of Trust provides that an unlimited number of Trust Units may be created and issued. 
Each Trust Unit represents an equal undivided beneficial interest in the assets of the Fund. All Trust 
Units of the Fund are of the same class with equal rights and privileges. Each Trust Unit is transfer- 
able, and entitles the holder thereof to participate equally in allocations and distributions and to one 
vote for each whole Trust Unit held at all meetings of Unitholders. Unitholders are not subject to 
future calls or assessments. 


Trust Units are redeemable at the holder's option at amounts related to market prices at the time, 
subject to a maximum of $75,000 in cash redemptions by the Fund in any particular month. This limi- 
tation may be waived at the discretion of the Trustees. Redemption in excess of this amount, 
assuming no waiving of the limitation, shall be paid by way of a distribution in specie of a pro rata 
number of PRT common shares and Notes. 


Units outstanding as at December 31 are: 


. 2000 1999 
Number of units 5,605,714 5,605,714 
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Notes to Consolidated Financial Statements (continued) 
December 31, 2000 and 1999 


9. Distributions to Unitholders 


10. 


During the year ended December 31, 2000, the Fund declared distributions to the Unitholders of 
$5,886,269 or $1.05 per Unit (1999 - $4,922,329 or $0.88 per Unit). The amounts and record dates of 
these distributions were: 


2000 1999 
Amount Per Unit Amount Per Unit 

Fifth Distribution on account 
of prior year $ 963,671 $ 0.17 $ - $ - 
March 31 1,223,886 O22 23,035 0.22 
June 30 1-2237890 0.22 227190 0.22 
September 30 237i 0.22 1,240,752 O22 
December 31 2377400 0.22 1,240,752 0.22 
$ 5,886,269 $ 1.05 $ 4,922,329 $ 0.88 


The distribution of $1,237,411 with a record date of December 31, 2000 was accrued at year end and 
paid in January 2001. 


On February 16, 2001, the Fund's Trustees declared a Fifth Distribution for 2000 of $460,301 or $0.08 
per Unit (1999 - $963,671 or $0.17 per Unit) which will be paid coincident with the first distribution 
for 2001. As a result, cash distributions in respect of 2000 total $5,382,889 or $0.96 per Unit (1999 - 
$5,886,000 or $1.05 per Unit). 


The costs of issuing Trust Units incurred by the Fund of $3,002,597 (1999 — $3,002,597) are 
deductible for income tax purposes on a straight-line basis over a five-year period. The Fund can des- 
ignate these deductions as a non-taxable distribution of amounts to Unitholders. The distributions 
declared in 2000 have been allocated as follows for income tax purposes: 


2000 1999 
Taxable — interest $ 4,322,080 $ 4,321,809 
Taxable - dividends 963,671 _ 
Non-taxable 600,518 600,520 
Total distribution $ 5,886,269 $ 4,922,329 
Per Unit $ 1.05 s 0.88 


As at December 31, 2000, $916,410 (1999 -— $1,516,928) of issue costs were available for future 
designation as non-taxable distributions. 


Income taxes 


a) The consolidated income tax provision (recovery) comprises the following: 


2000 1999 
Current income taxes $ 109,924 $ 66,252 
Future income taxes (15,212) 354,659 


$ 94,712 $ 420,911 
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10. Income taxes (continued) 


b) The provisions for income taxes shown in the consolidated statements of earnings and distrib- 
utable cash differ from the amounts obtained by applying statutory tax rates to the net income 
before provision for income taxes for the following reasons: 


2000 1999 
Income tax expense computed at statutory rates $ 1,882,367 $ 2,248,767 
Income and dividend portion of amount distributed to 
Unitholders and non-deductible expenses (1,851,430) (1,894,108) 
Rate changes during year and other (46,149) _ 
Future income taxes (15,212) 354,659 
Current income taxes - large corporation tax 109,924 66,252 
Provision for income taxes $ 94,712 $ 420,911 
c) The net future income tax liability comprises the following: 
2000 1999 
Future income tax assets (liabilities) 
Accounts receivable $ (70,042) $ (68,996) 
Capital assets (1,700,776) (1,347,376) 
Deductible expenses for tax purposes (113,699) (24,553) 
Share issue costs 257,669 442,006 
Non-capital tax loss carryforwards 194,327 162,446 
Future income tax liability - net $ (1,432,521) $ (836,473) 


d) Expiry of non-capital loss carryforwards in subsidiary companies is as follows: 


Year ended December 31, 


2001 $ = 
2002 = 
2003 _ 
2004 81,387 
2005 1,549 
2006 333,738 
2007 22,633 

$ 439,307 


11. Administration and Management Agreements 


a) Administration Agreement 


The Fund has entered into an Administration Agreement with PRT Management Inc. ("PRT 
Management"), a company owned by certain of the former shareholders of Pacific Regeneration 
Employees Holdings Inc. ("PREH"). According to the Agreement, PRT Management will provide or 
arrange for the provision of administration services to the Fund. PRT Management is entitled to 
reimbursement of out-of-pocket expenses for providing these services but will not earn a fee. The 
Agreement has a 20-year term and can be terminated by the Fund in certain circumstances. 


b) Management Agreement 


PRT has entered into a Management Agreement with PRT Management. According to the 
Agreement, PRT Management will provide management and administration services and strategic 
advice to PRT and provide individuals to serve as President, Vice-President, Finance and 
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Notes to Consolidated Financial Statements (continued) 
December 31, 2000 and 1999 


11. 


12, 


13: 


14. 


Administration and Management Agreements (continued) 


Administration, and Vice-President/General Manager. The initial term of the Agreement is 20 years, and it 
is renewable thereafter for successive five-year terms unless PRT gives notice of non-renewal at least 

12 months before the end of the relevant term. The Management Agreement may be terminated by PRT 
or PRT Management in certain circumstances. PRT Management earns a fee of $1,000,000 per annum, 
plus reimbursement of certain extraordinary out-of-pocket expenses. The fee is periodically set with 
reference to and as compensation for PRT Management's internal costs and expenses of providing these 
services, including salaries and wages. In addition, as an incentive to PRT Management to enhance the 
profitability of PRT and cash distributions to Unitholders of the Fund, PRT Management is entitled to 
earn incentive fees which will be payable annually when the per Unit cash distributions to Unitholders 
generated from the operations of PRT exceed certain defined levels. 


During the year, PRT Management earned a fee of $1,000,000 (1999 - $1,000,000) under the 
Management Agreement. No incentive fees were earned by PRT Management during the year (1999 - $nil). 


\ 


Commitments 


PRT has operating lease commitments for certain nursery growing facilities. 
Future minimum payments over the next five years are as follows: 


Year ending December 31, 


2001 $ 147,412 
2002 147,412 
2003 147,412 
2004 147,412 
2005 147,412 


Related party balances and transactions 


a) PRT provides seedling cultivation services at market rates to a company partially owned by PRT 
Management. During the year ended December 31, 2000, PRT charged $12,760 (1999 - $103,167) for pro- 
viding these services. 


b) As at December 31, 2000, included in accounts receivable is $25,547 (1999 - $7,285) due from a related party. 


Also see note 77. 


Financial instruments 


Fair value 
The fair values of accounts receivable, operating line, accounts payable and accrued liabilities and distribution 


payable to Unitholders approximate their carrying values given the short-term maturity of these instruments. 


At December 31, 2000, the fair value of term debt closely approximates book value. The fair value has been 
determined by discounting future payments of interest on the principal at estimated rates that would be 
available to PRT at year end. 


Interest rate risk 


To manage interest rate risk caused by fluctuations in the market, the company enters into interest rate swap 
transactions, effectively fixing the interest rates as disclosed in note 7. Term loans maturing up to 2010 have 
interest rate swap agreements fixed to their maturity. The $700,000 term loan maturing on June 22, 2011 

has an interest rate swap agreement fixed for five years. 


Credit risk 


A substantial portion of the company’s accounts receivable are with customers in the forestry industry and 
are subject to normal industry credit risks. 
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